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Gowan
IYQjuntermann

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

111 Victoria Street 2nd Floor Santa Barbara CA 93101 805.962.9175 fax 805.962.8925 www.mcgowan.com

Independent Accountants Report on Applying Agreed-Upon Procedures Related to an

Entitys SIPC Assessment Reconciliation

To the Board of Directors

Partnervest Securities Inc

1216 State Street 3rd Floor

Santa Barbara CA 93101

In accordance with Rule 7a-5e4 under the Securities Exchange Act of 1934 we have performed

the procedures enumerated below with respect to the accompanying Schedule of Assessment and

Payments Assessment Reconciliation Form SIPC-7 to the Securities Investor

Protection Corporation SIPC for the year ended which were agreed to by Partnervest Securities

Inc the Company and the Securities and Exchange Commission Financial Industry Regulatory

Authority Inc and SIPC solely to assist you and the other specified parties in evaluating the

Companys compliance with the applicable instructions of the Transitional Assessment

Reconciliation Form SIPC-7 The Companys management is responsible for the Companys

compliance with those requirements This agreed-upon procedures engagement was conducted in

accordance with attestation standards established by the American Institute of Certified Public

Accountants The sufficiency of these procedures is solely the responsibility of those parties

specified in this report Consequently we make no representation regarding the sufficiency of the

procedures described below either for the purpose for which this report has been requested or for any

other purpose The procedures we performed and our findings are as follows

Compared the listed assessment payments in Form SIPC-7 with respective cash disbursement

records entries from the Companys accounting system noting no differences

Compared the amounts reported on the audited Form X-1 7A-5 for the year ended December 31

2011 with the amounts reported in Form SIPC-7 for the year ended December 31 2011 noting no

differences

Proved the arithmetical accuracy of the calculations reflected in Form SIPC-7 and in the related

schedules and working papers from the Companys accounting system noting no differences

We were not engaged to and did not conduct an examination the objective of which would be the

expression of an opinion on compliance Accordingly we do not express such an opinion Had we

performed additional procedures other matters might have come to our attention that would have

been reported to you

This report is intended solely for the information and use of the specified parties listed above and is

not intended to be and should not be used by anyone other than these specified parties

February 10 2012
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CERTIFIEI PUBLIC ACCOUNTANTS AND CONSULTANTS

111 Victoria Street 2nd Floor Santa Barbara CA 93101 805.962.9175 fax 805.962.8925 www.mcgowan.com

INDEPENDENT AUDITORS REPORT

To the Stockholder of

Partnervest Securities Inc

Santa Barbara California

We have audited the accompanying statement of financial condition of Partnervest Securities Inc

the Company wholly-owned subsidiary of Partnervest Financial Group LLC as of December 31

2011 and the related statements of income changes in stockholders equity and cash flows for the

year then ended that you are filing pursuant to rule 17a-5 under the Securities and Exchange Act of

1934 These financial statements are the responsibility of the Companys management Our

responsibility is to express an opinion on these financial statements based on our audit

We conducted our audit in accordance with auditing standards generally accepted in the United States

of America Those standards require that we plan and perform the audit to obtain reasonable

assurance about whether the financial statements are free of material misstatement An audit includes

examining on test basis evidence supporting the amounts and disclosures in the financial

statements An audit also includes assessing the accounting principles used and significant estimates

made by management as well as evaluating the overall financial statement presentation We believe

that our audit provides reasonable basis for our opinion

In our opinion the financial statements referred to above present fairly in all material respects the

financial position of Partnervest Securities Inc as of December 31 2011 and the results of its

operations and its cash flows for the year then ended in conformity with accounting principles

generally accepted in the United States of America

Our audit was made for the purpose of forming an opinion on the basic financial statements taken as

whole The information contained on pages and 10 is presented for purposes of additional analysis

and is not required part of the basic financial statements but is supplementary information required

by Rule 7a-5 under the Securities Exchange Act of 1934 Such information has been subjected to the

auditing procedures applied in the audit of the basic financial statements and in our opinion is fairly

stated in all material respects in relation to the basic financial statements taken as whole

February 10 2012



PARTNERVEST SECURITIES INC

STATEMENT OF FINANCIAL CONDITION

December 31 2011

ASSETS

Cash 186420

Accounts receivable 6414

Prepaid expenses 12755

TOTAL ASSETS 205589

LIABILITIES AND STOCKHOLDERS EQUITY

Liabilities

Accrued liabilities 7500

Stockholders Equity

Common stock $0.0001 par value 1000 shares authorized issued

and outstanding at December 31 2011

Additional paid-in-capital 104205

Retained earnings 93884

Total Stockholders Equity 198089

TOTAL LIABILITIES AND STOCKHOLDERS EQUITY 205589

The accompanying notes are an integral part of these financial statements

-2-



PARTNERVEST SECURITIES INC

STATEMENT OF INCOME

For the Year Ended December 31 2011

REVENUE

Earnout income 193407

Interest 1372

Total Revenue 194779

EXPENSES

Allocated overhead 91494

Fees and renewals 7886

Broker charges 27732

Professional 22250

Other 1423

Total Expenses 150785

Income before Taxes 43994

Provision for Income Taxes 10855

Net Income 33139

The accompanying notes are an integral part of these financial statements
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PARTNERYEST SECURITIES INC

STATEMENT OF CHANGES IN STOCKHOLDERS EQUITY
For the Year Ended December 31 2011

Additional Total

Common Stock Paid-In Retained Stockholders

Shares Amount Capital Earnings Equity

Balance at December 31 2010 1000 104205 160745 264950

Net income 33139 33139

Dividends paid 100000 100000

Balance at December 31 2011 1000 104205 93884 198089

The accompanying notes are an integral part of these financial statements
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PARTNERVEST SECURITIES INC

STATEMENT OF CASH FLOWS

For the Year Ended December 31 2011

CASH FLOWS FROM OPERATING ACTIVITIES

Net income 33139

Adjustments to reconcile net income to cash provided by

operating activities

Changes in

Accounts receivable 5177

Prepaid expenses and deposits 12755
Accrued liabilities 6498

NET CASH PROVIDED BY OPERATING ACTIVITIES 19063

CASH FLOWS FROM FINANCING ACTIVITIES

Dividends paid 100000

CASH Beginning of year 267357

End of year 186420

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION

Cash paid for income taxes 31648

The accompanying notes are an integral part of these financial statements

-5-



PARTNERVEST SECURITIES INC

NOTES TO THE FINANCIAL STATEMENTS

Organization and Related Party Transactions

Partnervest Securities Inc the Company was incorporated in the State of Delaware

on November 1999 The Company is wholly-owned subsidiary of Partnervest

Financial Group LLC PFG The purpose of the Company is to perform broker-

dealer services for investors and the advisors who serve them The Company is

registered as broker-dealer in securities under the Securities Exchange Act of 1934

It does not hold customer funds nor safekeep customer securities The Companys

corporate office is at 1216 State Street 3rd Floor Santa Barbara California which

also serves as the home office and Office of Supervisory Jurisdiction OSJ

The Company has an expense agreement with PFG the parent company of Partnervest

Securities Inc The agreement calls for PFG to provide certain administrative goods

services and overhead to the Company The Company is solely responsible for its

own expenses and any expenses reasonably attributable to it which are paid by PFG

shall either be reflected on the financial statements of the Company or subject to an

exemption from being reflected on such books in accordance with NASD Notice to

Members 03-63 and other applicable laws and regulations

During 2011 the Company reimbursed PFG for $91494 of overhead expenses with

all payments being made during the year and no amounts owed at year end

On June 26 2009 Partnervest Financial Group LLC entered into an asset purchase

agreement with Sorrento Pacific Financial LLC SPF CUSO Financial Services

L.P CFS and CUSO Financial Services Inc collectively the Sorrento Group

Provisions of the purchase agreement include

Capital contribution into Partnervest Financial Group in exchange for minority

ownership of 15% of Partnervest Financial advisory board representation on

the Partnervest Advisory Board by CFS and sharing of certain management

fees earned on assets introduced by CSF or SPF to Partnervest Advisory

Transfer and sale of substantially all of the brokerage assets of Partnervest

Securities Inc to SPF in exchange for cash potential commission earn-outs

and 15% minority ownership of SPF subject to reductions based on certain

milestones

Enhanced potential distribution and marketing of the Partnervest Advisory

Services LLC asset management platform and

Assistance with back office operations of the Partnervest Companies by the

Sorrento Group in exchange for fees

-6-



PARTNERVEST SECURITIES INC

NOTES TO THE FINANCIAL STATEMENTS

Estimates

The preparation of financial statements in conformity with accounting principles

generally accepted in the United States of America requires management to make

estimates and assumptions that affect the amounts reported in the financial statements

and the accompanying notes Actual results could differ materially from those

estimates

Income

Partnervest Securities is limited purpose broker-dealer whose only income is from

earn-out revenue paid by SPF

Cash and Cash Equivalents

The Company considers all highly-liquid financial instruments with maturity of three

months or less to be cash equivalents

Income Taxes

The Company is corporation and files income tax returns for federal and

California income tax purposes Income tax assets liabilities expense and deferred

taxes are computed under the liability method under generally accepted accounting

standards

Deferred income tax assets and liabilities are computed annually for differences

between the financial statement and tax basis of assets and liabilities that will result in

taxable or deductible amounts in the future based on enacted tax laws and rates As of

December 31 2011 there are no differences

Income tax expense consists of the following

Current

Federal 6830

California 4025

Total Income Tax Expense 10.855

The Company evaluates uncertain tax positions whereby the effect of the uncertainty

would be recorded if the outcome was considered probable and reasonably estimable

As of December 31 2011 the Company had no uncertain tax positions requiring

accrual The Company conducts business and files tax returns in California and U.S

federal jurisdictions The Company is no longer subject to U.S federal and state tax

examinations by tax authorities for the years before 2008

-7-



PARTNERVEST SECURITIES INC

NOTES TO THE FINANCIAL STATEMENTS

Regulatory Requirements

As limited purpose broker-dealer with the Securities and Exchange Commission and

the Financial Industry Regulatory Authority the Company is subject to the Securities

and Exchange Commission Uniform Net Capital Rule 15c3-1 the Rule which

requires the maintenance of minimum net capital equal to the greater of $5000 or

6.66% of aggregate indebtedness both as defined by the Rule

At December 31 2011 the Company had net capital of $184613 which was

$179613 in excess of its required net capital of $5000

Contingency

The Company is one of large number of broker-dealers who are involved in

litigation stemming from the bankruptcy of DBSI Inc formerly major national

syndicator of tenant-in-common TIC real estate investments Legal counsels

opinion is that the suits have no merit and will vigorously defend us We believe that

the likelihood of an unfavorable outcome is not probable and that no reasonable

estimate of the amount of loss can be estimated The Company is sharing legal

expenses with number of the broker-dealers involved in the suits and has been and

will continue to expense legal costs as they occur

Subsequent Events

In preparing these financial statements management has evaluated events and

transactions for potential recognition or disclosure through February 10 2012 the date

of the financial statements

-8-



SUPPLEMENTARY INFORMATION



PARTNERYEST SECURITIES INC

SUPPLEMENTAL SCHEDULES

December 31 2011

Schedule

Computation of Net Capital under Rule 5c3- of the Securities and Exchange Commission

Accounts From

Audited Unaudited Difference

Financial Focus Increase

Statements Part II Decrease

Total Stockholders Equity 198089 199628 1539

Deductions and/or Charges

Non-allowable assets

CRD cash balance 420 420

Accounts receivable from brokers or dealers 300 300

Prepaid expenses 12756 6795 5961

Net Capital Before Haircuts 184613 192113 7500
Haircuts on Securities

Net Capital 184613 192113 7500

Aggregate indebtedness

Items included in the statement of financial condition

Accrued liabilities 7500 7500

Total aggregate indebtedness 7500 7500

Computation of basic net capital requirement

Net Capital 184613 192113 7500
Minimum net capital required 6.666% of aggregate

indebtedness or $5000 whichever is greater 5000 5000
Excess net capital 179613 187113 7500
Ratio aggregate indebtedness to net capital 4.06% 0.00% 4.06%

Understated accrued legal cost 7500
Understated prepaid advance 5961

Overstated Stockholders Equity 1539

The accompanying notes are an integral part of these financial statements
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PARTNERVEST SECURITIES INC

SUPPLEMENTAL SCHEDULES
December 31 2011

Schedule II

Determination of the Reserve Requirements under Rule 15c3-3 of the Securities and Exchange

Commission

The Company is exempt from the reserve requirement of computation according to the provision of

Rule 15c3-3 k2i
Schedule III

Information Relating to Possession or Control Requirements under Rule 5c3-3

The Company is exempt from the Rule 5c3-3 as it relates to possession and control requirements

under the k2i exemptive provision

10



Gowan
IVQuntermann

CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

111 Victoria Street 2nd Floor Santa Barbara CA 93101 805.962.9175 fax 805.962.8925 www.mcgowan.com

Independent Auditors Report on Internal Control

Required by SEC Rule 7a-5 for Broker-Dealer Claiming

an Exemption from SEC Rule 5c3-3

To the Stockholder of

Partnervest Securities Inc

Santa Barbara California

In planning and performing our audit of the financial statements and supplemental schedules of

Partnervest Securities Inc the Company for the year ended December 31 2011 we considered its

internal control including control activities for safeguarding securities in order to determine our

auditing procedures for the purpose of expressing our opinion on the financial statements and not to

provide assurance on internal control

Also as required by rule 17a-5gI of the Securities Exchange Commission SEC we have made

study of the practices and procedures followed by the Company including tests of such practices and

procedures that we considered relevant to the objectives stated in rule 7a-5g in making the periodic

computations of aggregate indebtedness or aggregate debits and net capital under rule I7a-3a 11
and for determining compliance with the exemptive provisions of rule 5c3-3 Because the Company
does not carry securities accounts for customers or perform custodial functions relating to customer

securities we did not review the practices and procedures followed by the Company in any of the

following

Making quarterly securities examinations counts verifications and comparisons

Recordation of differences required by rule 17a-13

Complying with the requirements for prompt payment for securities under Section of

Federal Reserve Regulation of the Board of Governors of the Federal Reserve System

The management of the Company is responsible for establishing and maintaining internal control and

the practices and procedures referred to in the preceding paragraph In fulfilling this responsibility

estimates and judgments by management are required to assess the expected benefits and related

costs of controls and of the practices and procedures referred to in the preceding paragraph and to

assess whether those practices and procedures can be expected to achieve the SECs above-mentioned

objectives Two of the objectives of internal control and the practices and procedures are to provide

management with reasonable but not absolute assurance that assets for which the Company has

responsibility are safeguarded against loss from unauthorized use or disposition and that transactions

are executed in accordance with managements authorization and recorded properly to permit

preparation of financial statements in accordance with accounting principles generally accepted in the

United States Rule 7a-5g lists additional objectives of the practices and procedures listed in the

preceding paragraph

-Il-



To the Stockholder of

Partnervest Securities Inc

Page

Because of inherent limitations in internal control or the practices and procedures referred to above

errors or fraud may occur and not be detected Also projection of any evaluation of them to future

periods is subject to the risk that they may become inadequate because of changes in conditions or

that the effectiveness of their design and operation may deteriorate

Our consideration of internal control would not necessarily disclose all matters in internal control that

might be material weaknesses under standards established by the American Institute of Certified

Public Accountants material weakness is condition in which the design or operation of the

specific internal control components does not reduce to relatively low level the risk that error or

fraud in amounts that would be material in relation to the financial statements being audited may

occur and not be detected within timely period by employees in the normal course of performing

their assigned functions However we noted no matters involving internal control including control

activities for safeguarding securities that we consider to be material weaknesses as defined above

We understand that practices and procedures that accomplish the objectives referred to in the second

paragraph of this report are considered by the SEC to be adequate for its purposes in accordance with

the Securities Exchange Act of 1934 and related regulations and that practices and procedures that do

not accomplish such objectives in all material respects indicate material inadequacy for such

purposes Based on this understanding and on our study we believe that the Companys practices and

procedures were adequate at December 31 2011 to meet the SECs objectives

This report is intended solely for the use of the stockholder management the SEC and other

regulatory agencies that rely on Rule 7a-5g under the Securities Exchange Act of 1934 in their

regulation of registered brokers and dealers and is not intended to be and should not be used by

anyone other than these specified parties

February 10 2012
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